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SUMMARY

The Telecommunications Act of 1996, Section 251, charges the Commission with the

responsibility of completing all actions necessary to establish regulations to implement the

requirements of that sectior I Sections 251 & 252 of the Act also delegate substantial

responsibility to the states relative to the implementation of the Act. It is Lincoln's position

that the proper means to s'). nthesize these two responsibilities is for the Commission to

promulgate general princip'es for the states to use as a guideline, but not to unduly

proscribe elements, rules, leJels or other constraints that would interfere with the ability of

the states to discharge their responsibilities and utilize their experience in their own

particular environment.

Lincoln has constructed :omments in response to the Notice in three general areas: (1)

the practical application of the Act to companies similarly situated to Lincoln, (2) the proper

interpretation of the constrw:ts of the Act, and (3) the promulgation of pricing principles that

will be effective at the state level in the arbitration process and will ensure the

Constitutional and statuto!) rights of the participants.

Lincoln believes that in the determination of technically feasible interconnection points

and the granularity of unbl ndled elements, the Commission and the states should take

into consideration the company's ability to bill the interconnection products, to operationally

support the products, an j to develop the necessary cost systems to support the

negotiation and arbitration process. The Commission and the states should be cautious



of overproscription of interconnection points and unbundled elements and consider

substantiated market demand for the product. The best way to meet the above conditions

is with a bona fide request structure and joint testing to ensure operational feasibility.

Lincoln suggests that the e> perience gained in the ONA and Expanded Interconnection

proceedings can be useful n consideration of such questions as unbundling, terms and

conditions, and request response.

It is Lincoln's position that the petition and waiver process described in Section 251 (f)

(2) specifically applies to companies similarly situated to Lincoln (i.e. any company with

fewer than 2% of the Nation's subscriber lines). Lincoln believes that it is also very

important to recognize that the petition and waiver process applies to a requirement or

requirements of subsection (b) or (c). This provides the petitioner with the opportunity to

obtain waivers of certain clspects of these subsections. In its comments Lincoln also

describes some condition; for the test of what constitutes an unduly economically

burdensome requirement s -lch as substantial expense which cannot be recovered in the

rates and the uneconomic ·ransfer of implicit subsidies.

In Section 251 (b) and (;) of the Act, Congress outlined several constructs to describe

the aspects of interconnection. Lincoln sees that the understanding of the application of

three of these (Transport md Termination, Unbundled Elements, and Resale of Retail

Services) is critical to t',e implementation of the Act. Fundamental to Lincoln's

interpretation is the questim, "To which carrier is the local service customer subscribed

?". Unbundled Elements and Wholesale of retail services can only be purchased from the

11



Incumbent LEC by the Comoetitive LEC if the Competitive LEC has captured the local

subscriber or subscribers thaj they wish to serve with those with components or wholesale

services. Transport and Temination, however, applies to a situation whereby two distinct

networks require interconne~tion and the local subscribers have been captured by their

respective network providers Lincoln suggests that uniform use of these guidelines would

clear up any confusion in apolication.

In the area of pricing of u lbundled elements, Lincoln believes that evaluation of rates

should consider the requirer'lent of every firm to recover its total costs. Lincoln suggests

a product level cost princir,le that ensures the recovery of LRIC, plus contribution to

forward-looking joint and ccmmon costs, plus contribution to embedded costs. Without

adhering to the above principles, the proper economic forces are not actuated and the firm

would be in danger of havinq its property confiscated. These principles are also carried to

the discussion of wholesale Df retail services that are currently priced below cost. Lincoln

believes that a rebalancin!l of existing rates is necessary to deal with the associated

economic problems. With)ut the proper pricing of products relative to their costs and

relative to each other, arbitrage will occur and the goal of facilities-based competition will

not be brought to fruition.
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Before the
FEDERAL COMMUNICATIONS COMMISSION

Washington, D.C. 20554

In the Matter of

Implementation of the Local Competition
Provisions in the Telecomm.mications Act
of 1996

)
)
)
)
)

CC Docket No. 96-98

COMMENTS
OF

THE LINCOLN TELEPHONE AND TELEGRAPH COMPANY

The Lincoln Telephone 3nd Telegraph Company ("Lincoln"), by its attorneys, hereby

submits these comments inesponse to the Commission's Notice of Proposed Rulemaking

in the above-referenced pnceeding.ll Although the Commission's NPRM addresses a

comprehensive range of 5sues relating to local competition and implementation of

Sections 251,251 and 253 of the Telecommunications Act of 1996,£L Lincoln has limited

these comments to particular areas of the NPRM.

I. INTRODUCTION

As the Commission is av~are, Lincoln is a local exchange carrier ("LEC") headquartered

in Lincoln, Nebraska providing service to the southeastern portion of the state. Moreover,

1/ Implementation of the Local Competition Provisions in the Telecommunications Act of
1996, CC Docket No. 96-98, Notice of Proposed Rulemaking (released April 19, 1996)
("NPRM" or "N< ltice").

?,,/ Pub. L. No. 10' -104, 110 Stat. 56 ("1996 Act").
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the Commission is well acqu:linted with Lincoln's somewhat unique status among Tier 1

LECs. Even though Lincolr shares many of the concerns and views of Tier 1 LECs,

Lincoln's perspective is quite different due to (a) its size relative to some of the other Tier

1 carriers; (b) its overwhelmingly rural service area; and (c) the fact that its service area is

confined within one state. A; with previous Commission proceedings, Lincoln is pleased

to have this opportunity to firesent some of its views and concerns which arise from its

unique situation.

Sections 251 and 252 )f the Communications Act of 1996 set forth obligations of

telecommunications carrien and therein proscribes a framework for fair and equitable

competition in the Local Ex ~hange Market. Section 251 (d) (1) charges the Commission

with completing all actions recessary to establish regulations necessary to implement the

requirements of this Secticn.

In the following text Linc>ln offers comments on key issues of interpretation as identified

in the Notice. Lincoln considers these interpretations to be vital to the practical

implementation of the Act and to fulfill the goal of fair and equitable competition. As a

general premise Lincoln telieves that competition is a means to optimize the general

(economic) welfare and, th~refore, considerations should be viewed in the context of the

overall welfare improvement of the stakeholders (producers, consumers, vendors,

shareholders, communitie~, etc.) of the telecommunications industry. No competitor should

prosper if they are econolT ically inefficient, and no economically efficient competitor should

be artificially forced to ex; the market by regulatory fiat.
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In the Act, the states are delegated a significant role in the implementation of the Act.

Lincoln believes that it is important for the Commission to assure the role of the state in

implementation and at the sarne time provide an overall framework that can be used as a

guide to facilitate the Sectiol 252 negotiation and arbitration requirements. The proper

balance of the role of the Ccmmission and role of the states is a major challenge and at

the same time is of vital imprftance. Too much intervention on the part of the Commission

will obviate critical aspects cf a state's unique environment. Too little intervention will run

the risk of randomness of rrinciples and inefficient and ineffective implementation.

Lincoln's response comr',ents are centered around the practical application of the Act

to companies similarly situated to Lincoln, the proper interpretation of the constructs in the

Act, and the promulgation (f pricing principles that will be effective at the state level in the

arbitration process and I\fill ensure the Constitutional and Statutory rights of the

participants.

II. PROVISIONS OF SECTION 251

B. Scope of the Commission's Regulations

2. Interconnection, Collocation, and Unbundled Elements

Para. 50 Lincoln suggests the FCC should establish principles that facilitate and

encourage interconnect,on across the country without excessive proscription of

interconnection. The Notice tentatively concludes the Commission should adopt uniform

national rules for evaluating interconnection arrangements. Lincoln agrees that clarity in

the rules is important. Tile details of interconnection are best left to negotiation between
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the individual parties as was envisioned by Congress in Section 251 (c)(1) of the Act. The

principles must recognize ani accommodate the diverse capabilities of individual LECs

and their networks. These capabilities are not just technical. A company must also have

the supporting costing and billing systems, and the information that supports those

systems, to successfully prcvide any service. These essential supporting elements are

more than just the bare bon'~s technical parameters of physical interconnection.

Paras. 56-59 The Commission should avoid over proscription of technically feasible

points of interconnection. G ven the rapid technological developments in communications,

any attempt by the Commission to mandate these points to be provided by the incumbent

LEC would be overrun. T,e use of a bona fide request mechanism that responds to

market conditions will ensure that interconnection points required by competing carriers will

be available as they are needed.

The Commission should consider the requirements in Section 271 of the Act as

sufficient to provide competing carriers with the ability to connect to end users and provide

competing local service.n conjunction with the examples given by the Commission in

Paragraph 57 of the NPRM, line- and trunk-side of switches, transport facilities, tandem

facilities, and signal transf~r points, are sufficient as a rational entry point into negotiation.

Small and mid-site carriers should be allowed to resolve additional technical

feasibility interconnectio! 1 issues through negotiation with competing carriers. These

issues, not mentioned in the NPRM, are operational support systems, cost systems and

data, or billing systems Lincoln urges the Commission to recognize the substantial
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Investment small and mid-sze carriers would need to make if they are required to

interconnect networks at the same time, in the same manner or as the result of superficially

similar network technologies creployed by the large carriers. Small and mid-size companies

do not have the economies o' scale and scope available to the large companies. This limit

on ability was recognized by the Congress when it created an exemption process for rural

carriers and carriers with less than 2 percent of the nation's access lines (Section

251 (f)(2». While these comDanies might have a switch that is physically similar to a large

company, they may not heve purchased the same software modules. A standard of

technical feasibility based m only hardware and level of software release could force

these companies to offer services that are not supportable in the local marketplace. Small

and mid-size companies sr Cluld not be required to match the requirements of an artificially

situated "similar" network.

Lincoln urges the (;ommission to acknowledge that the only technically feasible

points of interconnection ior transport and termination of local calls are the trunk side of

either the local switch or a tandem switch. This acknowledgment will clarify that transport

and termination is not r,rovided through other points of interconnection or through

unbundled network elements. Transport and termination of calls must be through a switch.

It cannot be provided via other points of interconnection.
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Paras. 60-62 Lincoln submits that the Commission's past experience with the

proceedings on Open Network Architecture (ONA)3' and Expanded Interconnection should

be utilized. '1/ The Notice seeks comment on how to determine whether the terms and

conditions for interconnection are just, reasonable and nondiscriminatory. The

Commission spent a greatjeal of time and energy in the development of terms and

conditions during both the DNA and Expanded Interconnection proceedings. These

efforts, when coupled with tre flexibility and inventiveness of the negotiation process, will

yield terms and conditions .. hat will meet all of the needs of both the incumbent and the

competitive LECs. ONA and Expanded Interconnection provide the foundation of the

industry's early experiment~ with competition and will allow the growth the Commission is

seeking for greater compettion for local service. The terms and conditions developed in

ONA and Expanded Intercclnnection have already been evaluated as to whether they are

just, reasonable, and nor discriminatory. There is no reason for the Commission to

reevaluate what is in plal;e and working today. These terms and conditions include

standards for installation maintenance, and repair. One example, from Lincoln's own

expanded interconnection offering, is the interval of 45 days between a bona fide request

and filed service for reSJonse to interconnector requests for new cross-connects or

'9.1 See CC Docket No. 85-229, (Computer Ill).

~/ See Virtual CJ//ocation Designation Order, 10 FCC Rcd 1116; Virtual Co//ocation
Expanded Interconnection Order, 9 FCC Red 5154; Special Access Physical Co//ocation
Designation' )rder, 8 FCC Rcd 6909; Special Access Interconnection Order, 7 FCC Red
7369.



Comments of The Lincoln Telephon'~ and Telegraph Company
May 16, 1996
Page 7

additional wire centers§!. This section of Lincoln's tariff also contains examples of terms

and conditions for construction intervals, insurance, access, and many other items the

Commission has already rev'ewed and deemed workable§/.

The additional issues on which the Commission requests details are best left to

negotiations between the !larties and state arbitration where they are not already

addressed in the ONA or EKpanded Interconnection proceedings. These agreements

would then be available to ether carriers.

Paras.83-84 Lincoln agrees with the Commission that network elements can be

facilities, equipment. features. functions or capabilities of the network used to provide

telecommunications services and are not the services themselves. The Commission seeks

comment on the approp'late definition of "network element." Lincoln urges the

Commission to allow the negotiation process to determine the level of unbundling

requested by competitors in the market. A bona fide request process would allow the

market to decide the level of required unbundling.

Lincoln suggests th~t the Commission adopt a framework similar to that developed

in the Expanded Interce nnection proceeding as appropriate to interconnection and

unbundled network eleme1ts for local service competition. Expanded Interconnection was

designed to support comretition. Its guidelines on elements could be used to encourage

competition in the rest ( f the network. Many of the issues raised in this Section 251

'J.I Lincoln's Tari F.C.C. No.3, Section 8.12, page 31.1.2.

§/ Lincoln's Tar ff F.C.C. No.3, Section 8.
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proceeding have already beE"n addressed in Expanded Interconnection. For example, the

interfaces for the cross-connects between the competitor's and Lincoln's equipment are

direct and at industry stancards. This simplifies the installation and administration of

interconnection. It also ercourages the opening of the incumbent LEC's network to

competition as required by tle Act.

Lincoln believes that the ONA proceeding, while allowing enhanced service

providers access to unbundh~d rate elements in order to compete with the BOCs, has not

been completely successful ONA has fostered an excessive unbundling of the network,

even to the point where Sl )me BSEs were created by carriers but never ordered by

customers. This non-functio!1al unbundling can be avoided by participation in a bona fide

request process whereby th!'! elements unbundled are actually required by the competing

carrier. ONA has elemenh that are of little use to most carriers in the construction of

network services. As wa~ stated previously in these comments, Lincoln urges the

Commission to codify the requirements in Section 271 of the Act for network elements as

a minimum starting point fo . negotiation to provide competing carriers with the ability to

connect to end users and provide competing local service. Lincoln also reiterates that

transport and termination 01 calls is not provided through unbundled elements.

Para. 87 Lincoln urges the Commission to proceed cautiously and to recognize

that similarly structured LEe networks may be so in appearance only. The Notice seeks

comment on the tentative c:Inclusion that unbundling of a particular network element by

one LEC evidences the tednical feasibility of providing the same or a similar element on
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an unbundled basis in another, similarly structured LEC network. Differences in LEC's

operating support capabilitiE's, including billing and cost support systems, may render a

technically feasible point for me LEC, to be an infeasible point for another LEC. Likewise,

two LECs with identical swit~h types (e.g. DMS100) may appear similarly structured, yet

are not if the software updatHs and release versions are not identical to support the same

signaling and the same ser\ ices.

Para.89 Expanded Interconnection and aNA can be used as a baseline for terms

and conditions. In respOlse to the Commission's questions concerning minimum

requirements, Lincoln suggests that the Commission adopt the terms and conditions

established in Expanded IntHconnection and DNA as the baseline for provision of network

elements. This would ensure that terms and conditions are consistent across all

competitive offerings while naintaining industry standards.

The Commission shculd not require small and mid-size LECs to provide electronic

ordering interfaces. ThesE interfaces need unified, automatic ordering systems. This

could require a radical rest! ucturing of the way a LEC provides service to its end users.

Re-engineering customer sf-rvice systems only for the purpose of supporting a competitor

would be extremely profligate. This significant cost would need to be spread over only

those end users that selectpd the competitor to provide local service making this interface

prohibitively expensive. Tile Commission itself recognizes that these interfaces are of

most value in regional mark ets. Small and mid-size carriers do not generally serve these

markets.
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Para. 113 The proposed LEC testing plan should play a significant role in

interconnection. The Notice leferences a testing plan proposed by a group of Tier 1 LECsl!

(of which Lincoln is a suppr,rting member) to explore and resolve the technical issues,

operational considerations and network reliability concerns related to third-party

interconnection to LEC Alt-Js. Lincoln suggests this testing plan is the most effective,

efficient and safest way of cichieving the goal of a reliable network of networks. Lincoln

believes this testing plan slould playa significant role with regard to the signaling and

database elements addres';ed in this proceeding. The industry is entering into new

technological and market ervironments. It is difficult to believe that anyone knows all the

issues to be resolved and the best way of resolving them without going through some kind

of discovery process. Linc Jln suggests that such a market-based testing plan might be

able to be extended into srime other areas of interconnection and network unbundling,

especially where network mliability may be a concern.

Paras. 118-119 The Commission's Pricing Principles should only apply to

agreements in which the state must arbitrate. Paragraph 118 of the NPRM states the

Commission's belief that t'le statute, "is reasonably read to require that we establish

pricing principles interpretir Ig and further explaining the provisions of Section 252 (d) for

the states to apply in establishing rates in arbitrations...." (emphasis added). Paragraph

119 requests comment on ., his and other tentative conclusions. Lincoln's view is that when

II Letterfrom Sardra Wagner, Director, Federal Regulatory, SSC Communications, Inc., to
William F. Cate1, Acting Secretary, FCC (June 23, 1995).
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the Commission adopts priGing principles, the statutory language requires that the

principles should only apply to agreements in which the state must arbitrate, and do not

mm.!Y to agreements which are successfully negotiated without arbitration. In other words,

successfully negotiated agn3ements which do not meet any pricing principles adopted

could not be rejected by states for that reason; such agreements could only be rejected

under the criteria stated in Section 252 (e) (2) (A).

Lincoln believes that 'he Commission should not promulgate detailed rules for price

levels or structures for the;tates to follow, but rather develop a high-level framework to

guide any necessary arbitmtion by the states based on the principles we include in our

response to Para. 128.

Para. 128 Total costs should be the guiding principle for pricing. Lincoln has

concerns about the pricing rlethodologies discussed in the Notice. Lincoln asserts that the

rates for interconnection ard unbundled elements should take into account the total cost

of the firm rather than being based on TSLRIC or LRIC alone. Rates set at LRIC or

TSLRIC would not allow LE Cs to recover total costs. A LEC which does not receive rates

that cover its total costs ow~r the long run cannot stay in business and continue to provide

local network service. Am requirement that rates be set below cost is confiscatory.

Regulations which limit the recovery of costs must be analyzed under the

Constitution's Takings Clause.§./ A constitutional inquiry is vital because any regulations

§I See Duquesne Light Co. v. Barasch, 488 U.S. 299,308-310 (1989)(state regulation of
rates may violate Constitution if it prevents sufficient compensation); FPC v. Hope Natural
Gas Co., 320 {So 591,602 (1994)(rates limiting ability to attract investors are
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that prohibit LEGs from covering their costs have a direct impact on a carrier's ability to

attract capital. Eliminatinq the usefulness of the LEC's investment without just

compensation would create direct conflicts with the Fifth and Fourteenth Amendments to

the Constitution. Lincoln als·) is concerned that the Commission's approach will not take

into account the full range o· costs which Lincoln assumed it would recover at the time it

made a decision to invest in particular facilities. Prohibiting recovery of those sunk costs

at this point would not affect future rights but would retroactively affect vested property

rights in recovery of sunk ccsts. Any such interference with existing property rights must

survive constitutional scrut!1y to be upheld. Lincoln does not believe that proposals to

retroactively deny LECs thH right to recover costs they legitimately anticipated would be

recovered will be able to Sl rvive such scrutiny..§1/

Lincoln believes that in order to recover total costs, LEC's rates for interconnection

and unbundled elements of the network should, at a minimum, include not only LRIC,

which Lincoln considers tc be the forward-looking direct costs of a product, but also an

economically efficient alloc ation of the forward-looking joint (shared) costs of providing a

group of products, or a grJup customers, and common (overhead) costs supporting the

existence of the LEC, and an appropriate share of embedded or historic costs related to

past investments in the nEtwork.

confiscatory).

~J See Penn. Ce1tral Transp. Co. v. New York City, 438 U.S. 104, 124 (1978).
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Long-run incremental ;osts (LRIC) will vary with the output of a particular product.

Joint costs are not related t< one product, but rather to a group of products or group of

customers. Common costs ::10 not vary with the output of anyone or group of products,

but are related to the operation and output of the entire LEC.

Paras.129-130 Total costs include joint and common costs. Joint and common

costs are necessary cost ccmponents of multiproduct firms like local exchange carriers.

Joint and common costs crf'ate economic efficiencies of scale and scope that lower the

total costs of the LEC and tile incremental cost of individual services. The exclusion of

joint and common costs wOlld encourage the LEC to invest in less efficient technologies

that have higher incremental costs and lower shared costs. Lincoln believes this could

potentially lead to increasin'1 the prices of some services and be contrary to the intent of

the Act.

Para. 132 Transitional pricing issues need to be addressed with care. Lincoln

interprets the transitional irterim period referred to in Paragraph 132 as being the time

required to negotiate and arhitrate the specifics of an agreement to transfer interconnection

services and unbundled network elements to a competitive LEC. Lincoln strongly opposes

any transfer of services or r etwork elements during the interim period because it removes

the incentive for prompt ne~otiation.

Lincoln also believe~ that a transitional pricing mechanism set at short-run marginal

cost would encourage carr petitive LECs to stretch the negotiation period out for as long

as possible. Since the sho't-run marginal cost of providing most telecom services is close



Comments of The Lincoln Telepho 1e and Telegraph Company
May 16, 1996
Page 16

data will not reflect the true ,:osts of doing business in a particular region, or differences

in cost due to distance or density. Small and mid-size local exchange carriers might be

particularly harmed by averciges developed from a much larger scale of geographic and

demographic coverage an j scope of services. Lincoln objects to using existing

interconnection and unbundling arrangements as proxies; the Commission itself cites in

Paragraph 138 of the Notice :he disadvantages of such an approach, including the fact that

these existing rates may n!)t reflect underlying costs and that the existing structure of

services may not be comparable to the new structure. Lincoln believes that the use of

current access rates as proxies suffers from similar deficiencies especially in their historical

linkage to rate of return based rates precluded by the Act.

Para. 144 Historica' or embedded costs are also a component of LEC total costs.

They represent the unrecc vered portion of past investment in the network. Networks

evolve over time and will mwer contain only the very latest technology. Lincoln believes

that the exclusion of histo 'ic or embedded costs from the rate making process would

discourage LECs from invE'sting in more technologically advanced networks.

Historical or embedded costs were incurred by the incumbent local exchange carrier

under the regulatory oversiqht of the FCC and state commissions and have been subject

to depreciation rates sch9duled by the FCC and other regulators. Any rate setting

mechanism prohibiting or ~ lreventing the recovery of these costs would deprive LECs of

the assumptions under w11ich the investments were made, limit LECs' ability to stay in
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ceilings in the rate making prJcess of this proceeding. All services cannot be priced at a

floor defined as LRIC or TSLRIC without threatening economic efficiencies or violating

confiscatory standards. Ceilings may well discourage the deployment of advances in

network technology by undf~rmining the associated competitive incentives. Floors and

ceilings cannot be applied ti) individual services out of the context of their application to

other services and must be none such that total cost is recovered in the aggregate of the

rates for all services. The fact that a competitive carrier can select the individual services

it wishes to purchase from t'le LEC intensifies these problems.

The total cost methr,dology we described as a guiding principle in reference to

Paragraph 128 addresses these issues. The LRIC of a service that the methodology

begins with could be considf~red a type of floor. The methodology includes increases from

that "floor" by considering e, :onomic considerations related to the individual service in the

context of other and all serv ces provided by the company. It may be appropriate for some

services to be priced near that "floor". This would require other services to be priced

higher, however, this would be done in the manner that makes the most economic sense

as determined by the negotiation and arbitration process. The aggregate total costs of the

company could be considPred a kind of ceiling. The negotiation and arbitration process

would also consider the appropriateness of the costs included in the "ceiling" and make the

economically rational decis~ons about the inclusion, sharing and allocation of those costs.

Proxies may not be appropriate. Lincoln generally opposes the use of proxies

because of their sacrifice cf economic efficiency for expediency. Generic or average cost
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to zero, this would amount tc confiscation of LEC facilities during the interim period. It is

also not clear that the statLtory authority for a price mechanism for the interim period

exists. The Commission's cansideration of a transitional pricing mechanism is intended

to address a concern with respect to the unequal bargaining power of the established LEC.

The advantage the competitiJe LEC has in picking and choosing the rates and services for

which it wants to negotiate rnust also be recognized.

Para. 133 Geograpt1ic rate averaging should not be required. The Notice seeks

comment on whether interc onnection and unbundled element rates should be set on a

geographic basis. Lincoln believes that interconnection and unbundled element rates

should not be required to bl~ geographically averaged. Lincoln agrees that uneconomic

incentives can accompany geographically averaged rates, as the Commission notes in

Paragraph 133 of the Notice. However, Lincoln believes geographical averaging would

deny many customers the economically efficient effects of competitive choice. This would

be true, especially when co l1peting local exchange carriers will not be required to average

rates and will be free to pick and chose customers they want to serve. Averaging is

contrary to cost causatior and distorts proper economic choice. The extent of de-

averaging or disaggregatl)n should be determined in the negotiation and arbitration

process at levels that makl~ economic and competitive sense.

Paras. 134-143 E"oblems exist with floors and ceilings in the ratemaking process.

The Notice also addresse<; the use of "outer boundaries" for reasonable rates, such as

rate ceilings and floors. Lircoln believes that there are significant problems with floors and
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business and would be considered confiscatory. The appropriate efficient allocation of

embedded costs could be dptermined through the negotiation and arbitration process.

Paras. 149-151 Lincoln supports the idea that costs should be recovered in a

manner that reflects the way they were incurred. Lincoln believes that the costs of shared

facilities should be efficiently apportioned among users of that shared facility. For shared

facilities whose cost varies with capacity, it is efficient to set prices using utilization factors.

Using a capacity approach, without taking into account the utilization of shared facilities,

would not allow small and rlid-size LEes to recover their total costs, because they lack

economies of scale and scepe.

Para. 154 Lincoln oelieves that volume and term discounts should be allowed.

They should be offered on nJndiscriminatory conditions to all competing entrants. Volume

discounts are due to economies of scale and are purely cost driven. Term discounts

represent the reductions in the volatility of costs and the associated risk premium due to

longer agreements and thei'efore are just, reasonable, and based on cost.

3. Resale Obligations of Incumbent LEes

Para. 176 Lincoln has significant concerns about the resale provisions in the Act.

At current rates, certain tYPt~S of resale could allow competitive local exchange carriers to

profit from the existing rate structure without making any capital investments. These

arbitrage opportunities between classes of services would create inefficient economic

incentives. They could dete i- competitive carriers from undertaking investments that would

improve the existing networ,< technology, quality, and cost of service and prevent facilities-
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based competition, especially in the areas where it might be most beneficial to the

subscribers.

In Section 251 (c)(4)(B), Congress recognized that certain kinds of arbitrage are not

in the public interest. Lincoln believes that the Commission should encourage states to

adopt certain restrictions preventing such arbitrage. Lincoln would support a reasonable

list of restrictions specified t y the Commission for the states to use as a guide ..

Paras.184-188 Rate rebalancing should be encouraged. The Act suggests that

there are distinct pricing m3chanisms for wholesale rates and the rates for unbundled

elements. Lincoln believes that such a distinction can create serious distortions and

inefficiencies in the circumstance where the existing LEC's retail rate for a service is

below cost. Applying pricing standards specified by the Act for wholesale rates and rates

for unbundled network elerlents without considering the existing relationship between a

LEC's costs and rates wOlild lead to the following economic problems: (1) discourage

competitive carriers from p Jrchasing unbundled elements of the network priced at cost

where it could purchase wh! )Iesale services priced below cost; (2) create riskless arbitrage

opportunities between the r~sale services and interconnection and unbundling elements;

and (3) encourage inefficif~nt carriers to enter the local market. Lincoln believes that the

most efficient way of resolv ng all of these problems is in rate rebalancing prior to offering

services for resale.

In Paragraph 187 0: the NPRM, the Commission seeks comments on the relative

advantages and detriment-; of state policies, including one from Illinois that required rate
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rebalancing before applyin~ an imputation rule. Lincoln supports a requirement for rate

rebalancing whether there is an imputation rule or not. Rebalancing would encourage the

efficient facilities-based competition promoted by the Act without requiring ongoing and

potentially burdensome reg ulatory oversight.

Rebalancing will be necessary in any retail service that either provides or receives

a subsidy. Possibilities include business and residential local rates, local rates and toll

rates, urban rates and rural rates and the rates for complimentary services such as basic

local and custom calling or enhanced services. The service being subsidized will be over

consumed, and the service r roviding the subsidy will be lost to competitors that provide the

same complimentary servic es at rates without the subsidy. Using an external funding

mechanism, such as USF, ttl replace the lost subsidy does not address all the previously

cited economic problems of services priced below cost.

Rebalancing would c,lIow the resolution of another economic problem associated

with the consumers' demand for LEGs' services. Many services the LEG offers to

subscribers, such as call iorwarding and caller 10, are complimentary to basic local

services. Subscribers can demand those services only if they have already purchased the

basic local service. Therefore, if a competing company becomes the provider of basic local

services to the subscriber, it will also become a provider of complimentary services. The

current rate structure for ba~ ic local service and services complimentary to it still reflect the

universal service goals: basic local rates are far below incremental cost, and rates for

complimentary services are ~bove their incremental costs. If resellers are able to purchase
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services separately, they will pick the ones which are below cost, such as basic local

service. Resellers would then build their own facilities to provide complimentary services

rather than purchase these fr om the LEC at wholesale rates that may still be above cost.

Therefore, the LEC will losE the ability to provide some of the services without proper

compensation.

C. Obligations Imposed on "Local Exchange Carriers" by Section 251 (b)

5. Reciprocal Compensation for Transport and Termination of Traffic

Para. 232-234 There is no reason for the costing principle for the transport and

termination of traffic to be different from the costing principle for interconnection and

unbundled elements. Lincoh believes the difference in statutory language is just that, and

not a difference in intended :osting principles. The concept of total cost Lincoln supports

for Section 252(d)(1) is equaly applicable to Section 252(d)(2)'s "reasonable approximation

of the additional costs of terl1inating such calls." The negotiation and arbitration process

will need to focus on cost c~usation and consider what is included in each rate and how

much of each element usee is paid for in other rates.

Para. 232 The two pricing provisions of Section 252(d) can be viewed

consistently as long as the Commission recognizes transport and termination of traffic from

one local exchange carrier f,) another local exchange carrier traffic as usage sensitive. The

Act, in Section 252(d)(2), specifically refers to the "calls" that are originated and terminated

on competing networks, and calls are billed on a usage sensitive basis.


